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EXECUTIVE SUMMARY

The Alabama Trust Fund (ATF) is arguably the state’s most valuable financial asset. It
has significantly supported the State, the General Fund and various other entities for over
30 years. In the past five years, it has earned an average return of 8.2%, which covers
the constitutionally required distributions and grows the principal of the fund. It is well
structured and well positioned to fulfill its objective and help meet the financial needs of
the State of Alabama.

HISTORY

The discovery of natural gas in Mobile Bay in 1978 led to active drilling and development
of the large gas reserves below Alabama'’s coastal waters. The State received bids in 1981
for the rights to develop offshore tracts. In 1982, Alabama voters approved the creation
of the Alabama Heritage Trust Fund (AHTF) that would receive the $347 million in pro-
ceeds from the first sale of drilling rights in 1984.

In 1985, voters approved Amendment 450 to the Constitution of the State of Alabama
creating the Alabama Trust Fund as an irrevocable, permanent trust fund for the continu-
ing benefit of the State of Alabama and its citizens. Oil and gas capital payments from
offshore gas production were directed into the ATF. The initial principal of the ATF was
$333 million. In December 2001, the AHTF transferred $467 million in trust capital to the
ATF as directed by Amendment 450.

MANAGEMENT AND CONTROL

The Board of Trustees is responsible for the possession, control and management of

the ATF. The board is comprised of nine trustees consisting of the Governor, the State
Treasurer, the Director of Finance, three trustees appointed by the Governor, two trustees
appointed by the Lieutenant Governor, and one trustee appointed by the Speaker of the
House of Representatives. The Governor, State Treasurer and Director of Finance each
serve as a trustee ex officio and as an officer.

Current Board of Trustees and Officers

Robert Bentley, Chair, Governor of Alabama

Clinton Carter, Vice Chair, Alabama Director of Finance

Young Boozer, Secretary, Alabama State Treasurer

Richard Bielen, appointed by the Governor

Daniel Hughes, appointed by the Lt. Governor

Edgar Pruitt, appointed by the Governor

Sandra Sims-deGraffenried, appointed by the Speaker of the House
Guice Slawson, Jr., appointed by the Lt. Governor

Sam Upchurch, appointed by the Governor
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TRUST FUND STRUCTURE

As of the end of the fiscal year (FY) on September 30, 2016, ATF assets were approxi-

mately $2.3 billion in eligible investments and $199.3 million in land acquired under the
Alabama Forever Wild Land Trust for the purpose of preserving natural Alabama lands
and waters for conservational, educational, recreational or aesthetic purposes.

For fiscal year 2016, the ATF generated $135.5 million in revenues from investment
income, realized gains, and oil and gas capital payments. Expenditures were largely
comprised of the $171.5 million constitutionally required distributions, and $7.9 million in
professional fees.

The main components of the ATF structure are the incoming oil and gas capital pay-
ments, the investment portfolio, and the outgoing distributions.

OIL AND GAS PAYMENTS

Oil and gas capital payments are defined as “any royalty or other payment, with the
exception of any taxes, heretofore or hereafter levied that is based upon or determined
with respect to the production of oil, gas, or other hydrocarbon minerals and that is

paid to the state ...."” The amount of the payments is dependent on two components:
natural gas volumes and the price of natural gas per thousand cubic feet (Mcf). For the
Alabama leases there is an assumed 8.8% annual production decline rate projected by
the Alabama Qil and Gas Board. Recent results reflect and confirm this declining revenue
trend. For example, in FY2012, the ATF received $86 million in royalties. In 2016, the ATF
received only $43.4 million in royalties.
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INVESTMENT PORTFOLIO

In reliance on prudent standards for preservation of capital and maintenance of liquid-
ity, the Board's investment portfolio objective is to earn the highest possible total rate
of return consistent with defined tolerances for risk and sufficient to fund the required
distributions. The ATF has a long-term investment horizon with asset allocation and
diversification being the major determinants of positive investment performance.

Invested Assets Annual Rate of Return

Fiscal Year 2012 2013 2014 2015 2016 5 YR AVERAGE
Rate of Return  1295%  9.08%  8.48% -0.09% 10.61% 8.21%

I 34% Domestic Fixed Income
Bl 23% Large Cap Equity
Bl 15% Intl Large Cap Equity
INVESTED Bl 9% Real Estate

ASSET 8% Small Cap Equity
ALLOCATION* 4% Global Equity
3% Emerging Markets
3% Intl Small Cap Equity

1% Cash
*as of September 30, 2016
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DISTRIBUTIONS
Over the years, various constitutional amendments have determined the distributions
and recipients from revenues of the ATF.

Oil and gas capital payments received are annually distributed from the ATF as follows:

Cities, Counties, Forever Wild Land Trust, Alabama Senior Services,

33% General Fund

28% Alabama Capital Improvement Trust Fund

7% County and Municipal Government Capital Improvement Trust Fund
1% Alabama Department of Conservation and Natural Resources

As necessary  Alabama National Guard Armory bond debt service payment

Remainder ATF

Additionally, 5% of the rolling 3-year average market value of invested assets of the ATF
is distributed to the cities, counties, Forever Wild Land Trust, Alabama Senior Services
Trust Fund, and General Fund.
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ATF ANNUAL HISTORICAL REPORT (unaudited)

in millions

FY12 FY13 FY14 FY15 FY16
Inflows
Royalties $86.0 83.0 88.1 61.4 434
Income 134.4 133.1 190.9 1241 921
Total Inflows $220.4 2161  279.0 185.5 135.5
Transfers from the Alabama Trust Fund
General Fund $77.3 1M4.2 103.8 1009 103.3
Forever Wild 8.6 15.0 15.0 14.6 15.0
Cities 9.1 16.3 15.0 14.6 15.0
Counties 9.1 16.3 15.0 14.6 15.0
Senior Services 11 1.6 1.5 15 .
State Lands (1% of royalties) 0.9 0.8 0.9 0.6 0.4
Ala. Capital Improvement Trust Fund 33.2 23.8 23.0 24.4 17.0
County Municipal Trust Fund 8.3 6.0 5.8 6.1 4.3
General Fund (Amendment 856 minus repayment) N/A 146.0 141.0 136.0 N/A
Capital Gains (Prior to FY13) 364.9 N/A N/A N/A N/A
Total Transfers $512.5 340.0 321.0 313.3 171.5

SUBSEQUENT EVENT

Subsequent to the end of FY2016, the ATF received $400 million from the proceeds

of the BP Economic Settlement financing. This represented $162 million as full repay-
ment from the General Fund Rainy Day Account and $238 million as a partial repayment
of the amounts due from the General Fund under the 2013 People's Trust Act of the
Alabama Legislature. A remaining amount of $184 million is owed to the ATF under the
People's Trust Act to be paid in installments through 2033 from the General Fund (see
Attachment A). On December 15, 2016, including these receipts, the ATF total assets
were approximately $3.0 billion.

CONCLUSION

Beginning in the late 1950s several U.S. States established sovereign wealth funds, also
known as permanent trust funds, to capitalize on their natural resources to enhance

the revenues of the state. They were designed to be intergenerational, thus providing
revenues and wealth across many generations. The State of Alabama created such a
fund with revenues from offshore gas production flowing into what is known today as the
Alabama Trust Fund for the continuing benefit of the State and its citizens. The ATF plays
an important role in the financial wellbeing of Alabama. It must be managed prudently
and protected properly to fulfill that goal.

Additional information on the Alabama Trust Fund can be found on the State Treasurer's

website, treasury.alabama.gov/alabama-trust-fund. It includes this annual report, agen-
das, documentation from quarterly Board meetings and supplemental reports concerning
the ATF and its activities.
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ATTACHMENT A

Summary of Repayments Due to the ATF
Under House Bill 36 passed in the 2016 Legislative Special Session, the General Fund is
scheduled to make the following repayments to the ATF:

2020 $13,500,000
2021 $13,500,000
2022 $13,500,000
2023 $13,500,000
2024 $13,500,000
2025 $13,500,000
2026 $13,500,000
2027 $13,500,000
2028 $13,500,000
2029 $13,500,000
2030 $13,500,000
2031 $13,500,000
2032 $13,500,000
2033 $8,456,703

TOTAL $183,956,703
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ATTACHMENT B

Summary of the Amendments and Acts of the ATF
Amendment 450 — passed in 1985
* Created the Alabama Trust Fund as an irrevocable, permanent
trust fund
* Terminated the Heritage Trust Fund in 2001 and transferred trust
capital to the ATF

Section 11-66, Code of Alabama — passed in 1986
* Created the Municipal Government Capital Improvement Fund
* Allowed at such time that ATF trust income equaled or exceeded
$60 million in the preceding fiscal year, the General Fund must pay
10% to this fund to be distributed by the State Comptroller

Section 11-29, Code of Alabama — passed in 1986
* Created the County Government Capital Improvement Fund
* Allowed at such time that ATF trust income equaled or exceeded
$60 million in the preceding fiscal year, the General Fund must pay
10% to this fund to be distributed by the State Comptroller

Amendment 488 — passed in 1988
* Allowed the Heritage Trust Fund and the Alabama Trust Fund to
invest in such investments as allowed by law for the Retirement
Systems of Alabama
* Allowed capital gains from the sales of investments to become part
of ATF capital

Amendment 543 — passed in 1993
* Created the Forever Wild Land Trust for the purpose of acquiring,
maintaining and protecting unique land and water areas within
the State
* Redirected the percentage of ATF income currently being retained
by the ATF to be distributed to the Forever Wild Land Trust

Amendment 666 — passed in 2000

* Redistributed 35% of Oil and Gas capital payments

* Created the County and Municipal Government Capital
Improvement Trust Fund and the Alabama Capital Improvement
Trust Fund

* Allowed for the transfer of up to 75% of the realized and unreal-
ized capital gains on sales of investments other than fixed income
to the General Fund

* Directed that the Secretary-Treasurer of the Retirement Systems of
Alabama shall be the initial manager of 50% of the ATF assets
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Amendment 709 — passed in 2002
* Created the Education Trust Fund Rainy Day Account

Amendment 803 — passed in 2008
* Repealed Amendment 709
* Re-established the Education Trust Fund Rainy Day Account
* Created the General Fund Rainy Day Account

Amendment 856 — passed in 2012
* Provided new procedure for ATF distributions
* Provided distributions from the County and Municipal Government
Capital Improvement Trust Fund
* Transferred $145,796,943 annually to the General Fund for fiscal
years 2013, 2014 and 2015
* Repealed laws in conflict with the amendment

Amendment 887 — passed in 2014
* Increased the total amount of bonding authority granted under
Amendment 666
* Provided for additional payments from the ATF oil and gas capital
payments to fund debt service on armory bonds issued
* Provided for the use of the bond proceeds for plans, construction
and maintenance of Alabama National Guard armories
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